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SALUTATION

December 18, 2006

Honorable Matthew Denn
Insurance Commissioner
State of Delaware
Rodney Building
841 Silver Lake Boulevard
Dover, Delaware 19901

Dear Commissioner:

In compliance with instructions contained in Certificate of Authority No. 06.041, an examination

has been made of the affairs, financial condition and management of the INSURANCE

PLACEMENT FACILITY OF DELAWARE

hereinafter referred to as “Facility,” “Fair Plan,” or “IPFD”. The examination was conducted at

530 Walnut Street, Philadelphia, Pennsylvania. The report of such examination is respectfully

submitted herewith.
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SCOPE OF EXAMINATION

The last examination was conducted as of December 31, 2000. This examination covers

the five year period of January 1, 2001 through December 31, 2005, and consisted of a general

survey of the Company’s business policies and practices; management, any corporate matters

incident thereto; a verification and evaluation of assets and a determination of liabilities.

Transactions subsequent to the latter date were reviewed where deemed necessary.

The format of this report is designed to explain the procedures employed on examination

and the text will explain changes wherever made. If necessary, comments and recommendations

have been made in those areas in need of correction or improvement. In such cases, these

matters were thoroughly discussed with responsible officials during the course of the

examination.

The general procedures of the examination followed the rules established by the National

Association of Insurance Commissioners’ (NAIC) Committee on Financial Condition Examiners

Handbook, and generally accepted statutory insurance examination standards.

In addition to items hereinafter incorporated as part of the written report, the following

were checked and made a part of the workpapers of this examination:

Fidelity Bond and Corporate insurance
Conflict of interest statements
Market Conduct items:

Complaints
Policy forms
Advertising

All asset and liability items not mentioned
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HISTORY

The Facility, more commonly known as the “Fair Plan,” was created by an act of the

legislature of the State of Delaware passed in 1968. “The Delaware FAIR Plan Act” mandates

that basic property insurance against fire and other perils be made available for all residential and

business properties located in the State of Delaware.

The Facility operates as an unincorporated non-profit association. IPFD shares office

space and employees with the Insurance Placement Facility of Pennsylvania and the West

Virginia Essential Property Insurance Association.

CONSTITUTION AND BYLAWS

There were no changes to the Facility’s Constitution or the bylaws during the

examination period.

AIMS AND PURPOSES

The Aims and Purposes of the Facility shall be to provide basic property insurance so as

to effectuate the purposes of the Delaware FAIR Plan Act, as amended.

The Facility shall attempt:

 To encourage stability in the property insurance market for property located in the State
of Delaware.

 To encourage, with the least possible administrative expense and detail, access to and
availability of basic property insurance as defined by the FAIR Plan Act.

 To encourage the improvement of the condition of properties located in the State of
Delaware.

 To provide for the formation and administration by the Insurance Placement Facility of
Delaware of a plan assuring fair access to insurance requirements in order that no
property shall be denied basic property insurance through the normal insurance market
provided by the private property insurers except after a physical inspection of such
property and a fair evaluation of its individual underwriting characteristics.
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 To publicize the purposes and procedures of the Facility to the end that no one may fail to
seek its assistance through ignorance thereof.

 To provide for the formulation and administration of the Facility and of procedures and
rules, whereby property insurers shall share equitably the responsibility for insuring
insurable property for which basic property insurance cannot be obtained through the
normal insurance market; and

 To enable participating insurers to comply with the Delaware FAIR Plan Act.

MEMBERSHIP

Each insurer, which is authorized to write and is engaged in writing, within the State of

Delaware on a direct basis, basic property insurance or any component thereof contained in a

multiple peril policy, shall be a member of the Facility. Other insurers may become members,

provided they are eligible unlicensed insurers.

MANAGEMENT

The Facility shall be governed by a Board of Directors consisting of eleven members.

Membership of the Board shall be by companies, and each member company elected to the

Board shall designate a person to represent it at all meetings of the Board and shall file such

designate with the General Manager. Such member company shall have the right to name an

alternate to act on its behalf.

Members of the Board of Directors shall be elected at the annual meeting of the Facility

and shall serve for a term of one year. The Directors serving at December 31, 2005 are as

follows:

Name Company
Joanne Martyn (Chairperson) Chubb Group of Insurance Companies
John D. Fillippo ACE USA
Susan Erney The Harleysville Insurance Companies
Loretta Johnson Nationwide Insurance Companies
Richard Kelley Donegal Insurance Companies
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William Martin The Hartford
David McMillen Westfield Insurance Companies
Patricia Quinn CNA
Andrea Short Allstate Insurance Companies
Marci Thomas State Farm Insurance Companies
Douglas Waltz Liberty Mutual Group

The Board of Directors has five standing committees:

 Accounting/Investment/Statistical
 Claim
 Executive/Finance
 Legal
 Underwriting

It was noted that the naming of the Committee members is not included in the minutes.

Therefore,

It is recommended that the Chairman of the Facility disclose to the Board of
Directors the names of the members serving on Board Committees.

GROWTH OF COMPANY

The following information was obtained from the Facility’s filed Annual Statements and

covers the six preceding years:

2005 2004 2003 2002 2001 2000

Assets $705,245 $501,809 $528,808 $551,557 $736,508 $565,562

Unassigned
funds (183,896) (408,595) (82,921) 158,915 460,715 301,559

Premiums
earned 824,495 730,889 496,291 402,372 360,911 396,560

Net income 207,330 (228,453) (225,676) (302,056) 160,200 128,198
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As indicated, the Facility reported increased premiums during the period under

examination. The following number of policies were issued during the examination period:

2001 1,194
2001 1,924
2002 2,118
2003 2,786
2004 3,611
2005 3,422

As noted above, the Facility reported losses in 2002, 2003 and 2004. This resulted in

negative Unassigned Funds. The Facility assesses member insurance companies to fund any

short-falls. (See the Participations and Assessments section of this report for more information

on the members’ participation in the Facility’s gains and losses.)

As a small insurer, the Facility’s underwriting results are heavily influenced by swings in

claims activity. During the years under the examination, the Facility’s results reflect the effects

of severe storms and several large fire losses. Losses Incurred as reported by the Facility for the

past six years are as follows:

2000 $ 76,441
2001 8,951
2002 449,682
2003 355,763
2004 562,173
2005 134,311

TERRITORY AND PLAN OF OPERATION

The Facility writes fire, extended coverage, vandalism, and malicious mischief insurance

in Delaware, using a standard fire insurance policy. No liability coverage is offered.

Reinsurance is neither assumed nor ceded.

Of the 3,422 policies issued by the Facility in 2005, only 123 were on commercial risks.

The other risks are termed dwelling by the Facility.
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The Facility uses the ISO Lost costs and applies multipliers of 1.919 for dwelling risks

and 1.57 for commercial exposures to obtain the premium rates.

The Facility publishes and supplies the member insurance companies with copies of its

Manual of Procedures. This document includes IPFD’s underwriting standards. At year-end

2005, the Facility’s maximum underwriting limits were $200,000 for occupied dwelling

properties and $750,000 for commercial protected properties.

The Facility closely monitors coverage written on properties located within five miles of

the Delaware shoreline. At December 31, 2005, the Facility has issued 461 policies covering

seacoast properties. These policies represented $43,367,338 in aggregate insurance exposure.

PARTICIPATION AND ASSESSMENTS

Each member shall participate in the writings, profits, losses and expenses of the Facility

in any particular year in the same proportion that its respective premiums written during the

second preceding calendar year relate to the total of such premiums written by all members

during said second preceding year. The participation of all members shall thus be determined

annually and shall be fixed for a period of one calendar year.

The Board of Directors shall determine the expense of operating the Facility and any cash

reserves required to be maintained and shall from time to time assess each member its share of

the expenses and such reserves in accordance with its participation in the Facility and in

accordance with the laws of the State of Delaware. The Board may set a minimum assessment to

be paid by any member. Each member shall make a payment of any assessment within thirty

days receipt of the assessment.
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The following settlements were made in 2003:

Closeouts: 1998 $(221,959)
1999 (127,604)
2000 (164,152)

Sub-total (513,715)
Assessments: 2001 200,000

2001 200,000
2002 100,000

In 2006, the Facility made the following settlement with its members:

Closeouts: 2001 $ 14,188
2002 (88,880)
2003 (185,068)

Assessments: 2004 59,760
2006 200,000

OPERATING RATIOS

For the period under examination, the Facility reported the following operating ratios:

2005 2004 2003 2002 2001 2000

Losses incurred 19.10% 76.90% 71.70% 111.80% 2.50% 19.30%

Loss expenses incurred 7.3 10 11.6 8.5 9 8.6

Other underwriting
expenses 51.5 48.3 62.9 55.6 51.1 48.9

Underwriting gain (loss) 22.1 (35.2) (46.2) (75.9) 37.4 23.2

Premiums earned 100 100 100 100 100 100

The above operating ratios reiterate the impact of claims frequency and severity on the

Facility’s financial results.

SERVICE AGREEMENT

The Facility shares office space and the services of certain employees with the Insurance

Placement Facility of Pennsylvania (IPFP) and pays a portion of such joint expenses based on
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allocation methods contained in a Service Agreement dated February 12, 1985 as amended

September 23, 1994. The Agreement provides for the following:

 IPFP will furnish such management and administrative personnel, services and Facilities
as may be required by IPFD for the proper conduct of its affairs

 IPFP will maintain appropriate records of all operating costs and expenses.

 All direct operating costs, meaning costs which were incurred solely in the operation of
and for the benefit of one Association, will be allocated to the incurring Association.

 IPFD will reimburse IPFP for its portion of total operating costs on the following basis:

 Unallocated claim costs shall be apportioned by applying the ratio of the total
number of claims reported to the total unallocated claims costs excluding direct
operating costs above.

 All other operating costs, except the direct, shall be apportioned by applying the
ratio of the total number of IPFD applications to the total number of IPFD and
IPFP applications, to the total of such other operating costs incurred by IPFP.

The agreement remained unchanged during the period of examination.

ACCOUNTS AND RECORDS

The Facility's accounts and records were audited until 2005 by the accounting firm of

KPMG, LLP. For the 2005 audit, the Board of Directors appointed the firm of Smart &

Associates. All audit reports were issued with unqualified opinions.
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ANALYSIS OF ASSETS

Notes to

Ledger
Non-
Ledger

Assets
not

Net
Admitted Financial

Assets Assets Admitted Assets Statements

Cash $293,478 $293,478
Short term
investments 406,470 406,470 1
Agents' balances 4,818 $1,521 3,297

TOTAL $704,766 $0 $1,521 $703,245

LIABILITIES, SURPLUS AND OTHER FUNDS

Notes to
Financial
Statements

Losses $144,884 2
Loss adjustment expenses 13,397 2
Other expenses 13,464
Taxes, licenses and fees 485
Unearned premiums 431,395
Unearned advance premiums 16,255
Amounts withheld or retained 7,475

on account of others
Drafts outstanding 50,686
Post retirement benefits 167,654

Total Liabilities $845,695

Unassigned funds (surplus) $(142,450)

Surplus as regards
policyholders $(142,450)

TOTAL $703,245
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STATEMENT OF INCOME

CAPITAL AND SURPLUS

Surplus as regards policyholders, beginning of
period $(361,814)

Net income 248,776
Change in nonadmitted assets 3,211
Change in minimum pension liability (32,623)

Surplus as regards policyholders, December
31, 2005 $(142,450)

SCHEDULE OF EXAMINATION CHANGES

Reported Examination
Account Balance Balance Difference

Surplus as regards policyholders, Company
reported balance $(183,896)

Losses $195,700 $144,884
Loss adjustment
expenses 4,027 13,397

41,446
Surplus as regards policyholders, Examination
balance $(142,450)

Underwriting:
Premiums earned $824,495
Less:
Losses incurred $83,495
Loss adjustment expenses 69,329
Underwriting and other expenses incurred 424,667

577,491

Net underwriting gain $247,004

Investment income 4,092

Other income (expense):
Premiums/assessments receivable charged

off $(1,913)
Other expense (407)

(2,320)

NET INCOME $248,776
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NOTES TO FINANCIAL STATEMENTS

Note 1. Short Term Investments $406,470

The only investment the Facility has is in the Evergreen Institutional Money Market fund. The

balance is accepted as reported.

Note 2. Losses $144,884
Loss Adjustment Expenses $ 13,397

The balances above are $50,816 less and $9,370 more than the amounts reported by the

Facility. The reported balances were comprised of seven (7) claims outstanding and a small

estimate for IBNR as follows: Losses LAE

Outstanding reserves $194,200 $3,469

IBNR 1,500 558

Reported balance $195,700 $4,027

Since there were only seven open claims at year-end, the examination performed a 100% review.

All claims have been settled for $50,816 less than the total reserve above with $9,370 more in

expenses required to close the claims.

The examination reviewed claim files opened in early 2006. None involved 2005 claims

and nothing noted that would indicate that the claim liability was incomplete.

STATUS OF PRIOR EXAMINATION RECOMMENDATIONS

The prior examination report as of December 31, 2000 contained four recommendations. Those

findings and recommendations with their current status are as follows:

 It was recommended that the Facility comply with Section 4110 of the Delaware
Insurance Code and appoint the required eleven members for its Board of Directors
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There are currently eleven members on the Board of Directors.

 It was recommended that the Chairman of the Facility disclose to the Board of Directors
the naming of the Executive Committee. It was further recommended that the Chairman
present to the Board the duties and responsibilities of the Executive Committee, and that
the Board approve said functions.

The current examination will again recommend that the membership of the
Committees be disclosed in the Board of Directors meeting minutes. The Board
Committees all have written Duties and Responsibilities.

 It was recommended that the Board of Directors formally reaffirm its Investment Policy
and reflect both the Policy and approval in the minutes.

The current examination noted compliance with this recommendation.

 It was recommended that IPFD be listed as a named insured on all corporate insurance
policies issued to the Pennsylvania Fair Plan.

IPFD is now a named insured on the corporate insurance policies.

RECOMMENDATION

The Company’s attention is directed to the following examination recommendation:

It is recommended that the Chairman of the Facility disclose to the Board of
Directors the naming of the members of the Board Committees. (See Management, page
5)

SUMMARY COMMENTS

The Facility reported losses in 2002, 2003 and 2004. This resulted in negative

Unassigned Funds. The Facility assesses member insurance companies to fund any short-falls.

Assessments made to close out the 1998 through 2003 were as follows:

2000 $200,000
2001 200,000
2002 100,000
2003 59,760
2006 200,000
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As a small insurer, the Facility’s underwriting results are heavily influenced by swings in

claims activity. During the years under the examination, the Facility’s results reflect the effects

of severe storms and several large fire losses.

CONCLUSION

The following schedule shows the results of this examination and the results of

the prior examination with changes between the examination periods:

Changes
Current December 31, 2000 Increases

Description Examination Examination (Decreases)

Assets $703,245 $565,562 $137,683

Liabilities $845,695 264,003 $581,692

Surplus as Regards
Policyholders $(142,450) 301,559 $(444,009)

In addition to the undersigned, James Blair, CFE, CPA, served as the examination

supervisor.

Respectfully submitted,

Dean L. Cross, CPA, CFE
Examiner in Charge
Department of Insurance
State of Delaware


